Harry Truman once observed that an eyewitness always spoils a good story. 1 The DataWatch by Cynthia Sullivan and her colleagues is witness to the thousands of stories published, televised, and broadcast about the distressing state of private health insurance. What distinguishes the report by Sullivan and her colleagues is that it is based on five years of scientific surveys of the nation's employers conducted by the Health Insurance Association of America (HIAA), in contrast to the often anecdotal reports of the media. Compelling as anecdotes are, they must be validated by surveys; without this safeguard? the "squeaky wheel" dominates our perceptions.
The HIAA annual surveys convey both good and bad news-but more of the latter. The good news is that premium increases are not in the 20-30 percent range as sometimes reported in the popular press. The bad news is that fewer small firms now offer coverage than before; that despite the movement toward managed care, inflation in health insurance costs is increasing at more than three times the overall rate of inflation; and that the nation is probably spending more on health care than the government's national health spending statistics indicate.
Here I focus on the implications of the survey data for the course of health policy and politics. To paraphrase Shakespeare, I come here largely to praise, not to bury, 
Shortcomings Of Insurance Data
If the federal government collected and reported trends in the private insurance market in a timely manner, there would be little need for HIAA's annual survey. HIAA and benefits consulting firms such as KPMG Peat Marwick fill a void. There remains, nonetheless, the absence of a historical time series on the nature of private health insurance. Hence, when analysts wish to gain a greater understanding of the employersponsored health insurance market, how it has changed over time, and how these changes have affected the cost and availability of health care, they are unable to look any farther back than the early 1980s. Surveys from the American Medical Association (AMA) and American Hospital Association (AHA) enable researchers to make a much deeper historical inspection of the market for physician and hospital services.
As sorry as is the state of historical knowledge about employer-sponsored health insurance-the source of coverage for an estimated 150 million Americans-we have virtually no information about the individual insurance market, which covered an es- 
Decline In Coverage By Small Employers
George Bernard Shaw once commented that "only a truly educated person could be driven to tears by statistics." There are ample statistics in the HIAA survey to make one weep, but none perhaps more than the decline in the number of small employers offering coverage to their workers. From 1989 to 1991 the percentage of firms employing twenty-five or fewer workers that provided coverage fell from 39 percent to 32 percent; for firms with twenty-five to ninety-nine workers, the decline was even greater-from 93 percent to 81 percent. Data from the Current Population Survey (CPS) indicate that half of the uninsured live in families in which the head of household works for a firm with twenty-five or fewer workers; perhaps even more uninsured people in 1992 live in families where the wage earner works for a small firm.
Sullivan and her colleagues suggest that the decline in the percentage of small firms offering coverage is attributable to the recession. By itnplication, economic recovery will fix the probletn-or at least place us back where we were in 1989--when the situation still was not acceptable. My judgment is that the rising cost of health insurance is equally responsible for pricing small employers out of the market. Since 1988 the cost of employer-sponsored health insurance has increased 75 percent in nominal terms; during these four years medical care prices increased 37 percent, overall inflation increased 19 percent, and average weekly earnings increased 16.7 percent. 4 If these trends continue, the standard of living for Atnerican workers will erode still further.
Are National Health Spending Figures Underestimated?
If HIAA statistics on the rate of increase in health insurance premiums are correct, then America's health care spending is greater than national health care expcnditure figures indicate. HIAA data show that premium increases are considerably greater than are increases in employer spending for health benefits, as reported by the Health Care Financing Administration (HCFA) (Exhibit 1). For all years except 1988, increases in pretniums (as recorded by HIAA) tend to be about 50 percent higher than increases in employer expenditures for health care services. Moreover, HIAA's and KPMG Peat Marwick's figures on premium increases tend to be lower than estimated increases by other employee benefit surveys.
5
Some of the discrepancy between data from HIAA and KPMG Peat Marwick and data from HCFA may be attributable to the fact that the groups measure different variables. Changes in expenditures are the product of change in price and change in quantity. However, CPS data indicate little change in the number of Americans covered by employer-sponsored health insurance during the years 1986-1990. Therefore, there is little chance that the discrepancy between HCFA and HIAA figures is attributable to a dramatic decline in the number of Atnericans with employer-based coverage. Katharine Levit of HCFA's Office of the Actuary suggests that employees may have switched their coverage from family to individual coverage and reduced dual coverage within households? She also notes that since 1988 HCFA statistics are based on the unpublished Employer Cost Index from the Bureau of Labor Statistics, which measures employers' contributions rather than the total cost of coverage. I believe that these explanations account for some, but not all, of the discrepancy. 
Can Managed Care Curb Premium Inflation?
Some within the health insurance industry and many market-oriented analysts have looked to managed care as the last, best hope to fend off direct regulation of the health care industry. In its most extreme position, managed care and little else is necessary to control health care costs.
The HIAA surveys document both the stunning growth of managed care and the relentless inflation in the cost of health insurance. In 1991 managed care broke the 50 percent barrier-for the first time a majority of Americans with employer-sponsored coverage are enrolled in either a health maintenance organization (HMO), a preferred provider organization (PPO), or a point-ofservice plan. KPMG Peat Marwick's 1992 survey also found that a majority of Americans employed in firms with 200 or more workers were enrolled in a managed care plan. 7 In contrast, the first HIAA survey in 1987 found that about one-quarter of Americans were enrolled in managed care plans.8 On the day that Ronald Reagan took office in 1981, managed care constituted less than 7 percent of health benefit enrollment. 9 HIAA surveys highlight three disturbing facts that question the ability of managed care to reduce the rate of increase in health insurance costs and, consequently, national health care spending. First, rates of increase in HMO and PPO plans from 1987 to 1992 moved in tandem with those of conventional plans (Exhibit 2). 10 HMO premium increases are slightly below those of conventional plans for most years, but PPO premium increases equal or exceed those of conventional plans virtually every year.
Second, over 80 percent of employees in California and the West are enrolled in managed care plans. Yet rates of increase in health insurance costs in California are little different than in other parts of the country.
Third, the decline in premium increases since 1989 is attributable not to the growth of managed care, but to the health insurance underwriting cycle. 11 Since 1965 health insurers have experienced a well-defined sixyear profitability cycle. Three years of underwriting profits (profits net of investment income) are followed by three years of underwriting losses. A price cycle lags the profitability cycle by two years (Exhibit 3). When insurers earn underwriting profits, premium increases are modest two years later. When insurers suffer underwriting losses, premium increases surge two years later. Insurers suffered financial losses from 1986 to 1988 and earned profits from 1989 to 1991. Therefore, the decline in premium increases in 1991 and 1992 is a predictable 
The Case For Fundamental Change
Sullivan and her colleagues do not spoil a good story. Rather, they provide statistics (although sometimes omitting the analysis) that confirm the anecdotes narrated in the popular press and provide information about other disturbing trends. Small employers are covering fewer Americans, health care expenditures are perhaps larger than reported, and the record of managed care in reducing the rate of increase in health insurance costs is not encouraging. The current set of rules and institutions is obviously inadequate, for it will neither control costs nor provide universal coverage. Fundamental refortn of our health care system is necessary. This does not mean that the United States needs to begin anew or that managed care is ruled out as a building block-but that is a story for another day.
